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AICPA Chair Calls On Profession to Accept Change
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Robert Bunting, the AICPA board chair, called
on his fellow CPAs to accept change and
engage in cooperative dialogue with regulators to serve the public interest. He delivered
the keynote address to an audience of more
than 2,200 at the Institute’s National
Conference on Current SEC and PCAOB
Developments.
“Change is critical to meet the current challenges of the profession,” said
Bunting, who assumed the position of
AICPA chair in Oct. “This is why we
have developed such initiatives as the
audit quality centers, fraud prevention,
audit committee effectiveness and enhanced
business reporting, to name a few.”
Bunting addressed the spirit of cooperation that has marked the AICPA’s relationship
with the SEC. He cited, for example, the
recent announcement by the SEC to imple-

ment XBRL, a common language for the electronic communication of business and financial data (The CPA Letter, Members in
Government Supplement, Oct. 2004). The
AICPA was a founding member of the XBRL
Consortium, a global organization of more
than 250 members. “XBRL is nothing less
than a fundamental transformation in the way
business reporting information will be
exchanged,” he said.
Bunting reminded CPAs that their
most precious asset is the position of
trust they occupy in the marketplace.
“Regulators play a vital role for our
profession, but the role of the regulator is to
set the minimum requirements,” he counseled.
“Our profession must go beyond that. We
must aspire to high expectations and do what
is necessary to meet them. That is the spirit
that has driven the CPA profession.”

Majority of Federal Agencies Receive Clean Opinion
Seventeen of the record 22 federal agencies that completed their performance and accountability
reports just 45 days after the end of the 2004 fiscal year have received unqualified audit opinions
on their fiscal year 2004 financial statements.
“A significant milestone has been achieved in federal financial management. Major federal
agencies were able to maintain a comparable number of unqualified audit opinions to the prior
year while accelerating their reporting (after accounting for prior year revisions). This continues
progress made to ensure that the federal government is accounting for the taxpayers’ money in a
timely and accurate manner,” said Linda Springer, controller for the Office of Management and
Budget’s Office of Federal Financial Management.
Of the 24 major federal agencies, one agency, the Small Business Administration, received
a qualified opinion, five agencies—the Departments of Defense, Homeland Security, Housing
and Urban Development, Justice and the National Aeronautics and Space Administration—
received disclaimers and one agency—the Department of Health and Human Services—has not
yet issued an audit report.
According to the OMB, increased audit work uncovered issues at several agencies not
receiving an unqualified opinion that could not be resolved in time to meet the accelerated
reporting deadline. The OMB also said noteworthy progress was made at the SBA, whose audit
opinion improved from a disclaimer to a qualified opinion in fiscal year 2004.
For more information, contact OMB communications:
202/395–7254
For a listing of audit opinions for all CFO Act agencies:
www.whitehouse.gov/omb/financial/2004AuditOpinionsDec1draft.pdf
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AICPA Unveils 2005 Top Techs List
America’s CPA technologists remain convinced that information
security is the country’s number one technology concern, according to the 2005 top technologies survey of the AICPA. The new
list marks the third consecutive year that information security
captured the top spot.
Interestingly, spam technology—an issue associated with
information security—dropped in importance. It made its debut
on the 2004 list at number two. On the current list, it falls to
number four. “Because our work and personal lives are now inextricably linked to information systems, security will always be
top of mind,” said Roman Kepczyk, CPA/CITP, chair of the
AICPA’s Information Technology Executive Committee.
Commenting on spam technology’s lower placement on the list,
he said, “We’ve seen major improvements to filtering systems,
which have allowed us to bring spam under greater control. This
most likely is the reason that spam technology doesn’t command
the importance it did in the previous survey.”
A different issue closely allied with information security—
electronic data management, or the paperless office—moved up
to second place. It was number three last year. There are two
debuts on the list: authentication technologies and storage technologies. Another issue, learning and training competency, reappears at number 10 after an absence of three years.
While disaster recovery (number five) and wireless technologies (number seven) continue to make respectable showings,
three issues from 2004 did not make the 2005 list: data mining,
virtual office and business exchange technology.
The following are the 2005 top 10 technologies (new issues
are indicated):
Information security. The hardware, software, processes and
procedures in place to protect an organization’s information systems from internal and external threats. This includes firewalls,
anti-virus, password management, patches, locked facilities, IP
strategy and perimeter control, as well as privacy issues and technologies, intrusion detection systems, security standard setting,
IT auditing, social engineering and much more.
Electronic document management (paperless or less-paper
office). The process of capturing, indexing, storing, retrieving,
searching and managing documents electronically. Formats
include PDF, digital and image store database technologies.
Data integration. Formerly called “database and application
integration” on the 2004 list, this is the ability to update one field
and have it automatically synchronize between multiple databases, such as the automatic/seamless transfer of client information between all systems. In this instance, only the data flows
across systems from platform to platform or application to application. Data integration also involves the application-neutral
exchange of information. For example, the increased use of

XBRL by companies worldwide provides for the seamless
exchange and aggregation of financial data to meet the needs of
different user groups using different applications to read, present
and analyze data.
Spam technology. The use of technology to reduce or eliminate unwanted e-mail commonly known as spam. Technologies
include perimeter control and confirmation of the sender via ISP
lookup and methods where the recipient of the e-mail only
accepts mail from specified senders.
Disaster recovery. The development, monitoring and updating of the process by which organizations plan for business continuity in the event of a loss of business information resources.
This is due to impairments, including theft, virus infestation,
weather damage, accidents or other malicious destruction.
Disaster recovery includes business continuation, contingency
planning and disk recovery technologies and processes—those
for disk imaging, cloning, shadow copying and other ways to
easily and quickly maintain duplications of data to ensure fast
and easy recovery.
Collaboration and messaging applications. Applications that
allow users to communicate electronically, including e-mail,
voicemail, universal messaging, instant messaging, e-mailed
voice messages and digital faxing. Examples include a computer
conference using the keyboard (a keyboard chat) over the
Internet between two or more people. Instant messaging is not a
dial-up system like the telephone; it requires that both parties be
online at the same time, unlike voice mail and voice messaging.
IM communication can be encrypted and logged to ensure that
the communication is private and secure.
Wireless technologies. The transfer of voice or data from one
machine to another via the airwaves and without physical connectivity. Examples include cellular, satellite, infrared, Bluetooth,
WiFi, 3G, two-way paging, CDMA, wireless/WiMax and others.
Authentication technologies (new). The hardware, software,
processes and procedures to protect a person’s privacy and identity from internal and external threats, including digital identity,
privacy and biometric authentication.
Storage technologies (new). Storage area networks include
mass storage, CD-recordable, DVD, data compression, near field
recording, electronic document storage and network attached
storage (NAS), as well as small personal storage devices such as
USB drives.
Learning and training competency (end users). The methodology and curriculum by which personnel learn to understand
and use technology. This includes measuring competency, learning plans to increase individual’s knowledge, and hiring and
retaining qualified personnel with career opportunities that retain
the stars.
For more information:
www.aicpa.org/infotech/technologies/toptechs.htm

Published for AICPA members in government. Opinions expressed in this CPA Letter supplement do not necessarily reflect policy of the AICPA.
Joseph F. Moraglio, supplement editor
Ellen J. Goldstein, CPA Letter editor
703/281–2037; e-mail: jmoraglio@yahoo.com
212/596–6112; egoldstein@aicpa.org
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The Great Pretender:
Applying OCBOA in
State and Local
Government Financial
Statements
This article is based on a session presented by Mike Crawford, Crawford &
Associates, at the 2004 AICPA National
Governmental Accounting and Auditing
Update Conference. It was reported by
Treba Marsh.

Of the more than 87,500 state and
local governments, only about 33,000 are
applying GAAP. The new Government
Accountability Office independence standards require clients to have the ability to
make informed decisions about financial
statements in order for the accounting
firm to both draft and audit the statements. The test often applied by
Crawford’s firm is: “Does the client have
the ability to detect financial statement
misstatements that could be made by the
accounting firm in drafting the annual
report?” If not, in his opinion, one
accountant or firm should prepare
the statements and another firm
should audit them. Unfortunately,
this separation of services may be
expensive for small governments.
Therefore, many of the smaller
local governments choose to report financial statements using OCBOA.
One method of OCBOA reporting is
the cash basis. The basis of measurement
is narrowly defined as the measurement of
cash and cash equivalents and the changes
therein. Cash and cash equivalents are the
only assets shown. The basis of recognition is when cash is received or paid. The
basis of disclosure is for a complete financial statement presentation, essentially all
GAAP required financial statements,
except cash flow. All GAAP footnote disclosures applicable to the cash basis of

news&
notes

Mike Crawford, the author of the
AICPA practice aid, Applying
OCBOA to Financial Statements of
State and Local Governments,
explained the final decisions made in the
practice aid, the rationale behind those
decisions and planned additions to the aid
(The CPA Letter, Members in Government
Supplement, Nov. 2003). Crawford
stressed there is no quality substitute for
GAAP. However, he believes the users
and the marketplace should impose meaningful consequences on governments for
not applying GAAP. Without the imposition of consequences, Crawford questions
if there should be a big GAAP and small
GAAP, or perhaps something less onerous
to meet the needs of small governments.

JFMIP’s Annual Report of FY 2004 Results
The annual report of fiscal year 2004 highlights the Joint Financial
Management Improvement Program’s efforts and accomplishments. According to the chair, Joshua B. Bolten, director, Office of
Management and Budget, in FY 2004, the JFMIP principals
focused on actions to support development of timely and accurate
financial information for management decision-making. Among the
most significant actions he included:
• Ensuring the ongoing role of the FASAB as an independent federal accounting standard-setting entity.
• Supporting the OMB’s accelerated financial reporting and audit
requirements.
• Encouraging greater transparency and disclosure in financial
reporting of fiscal exposures and long-term commitments
through a number of FASAB research projects.
• Considering the potential applicability to federal agencies of new
internal control and audit requirements set forth in the SarbanesOxley Act of 2002 for public corporations. A joint study has
been undertaken in this area by the Federal Chief Financial
Officers Council and President’s Council on Integrity and
Efficiency.

accounting are reported.
A second basis of OCBOA reporting
is a modified cash basis. The basis of
measurement is all transactions derived
from cash receipts and disbursements
with modifications having substantial support in GAAP. The basis of recognition is
only when cash is received or paid, except
for substantial support modifications.
Those substantial support modifications
are to transactions initially derived from
cash receipts or disbursements and meet
both of the following criteria: (1) method
or modification is equivalent to treatment
in GAAP and (2) method or modification
is not illogical. A problem with this basis
is that there is no one modified cash basis
and, therefore, there exists the possibility
of little consistency in reporting.
A third basis of OCBOA reporting is
a regulatory basis. The bases of measurement, recognition and disclosure are
defined by the regulation. There is no
such thing as the regulatory basis; therefore, regulatory basis becomes whatever
the regulatory agency requires or whatever the small government wants to
report. Crawford believes that regulatory
basis should be removed as a type of
OCBOA.
Treba Marsh is associate professor and
chair, department of accounting, Stephen F.
Austin State University, Nacogdoches, Tex.

• Acknowledging the establishment of a coordinating forum
between the Government Accountability Office, the Public
Company Accounting Oversight Board and the Auditing
Standards Board to assess the need to harmonize auditing standards.
www.jfmip.gov/jfmip/download/document/2004_annual_
report.pdf

FASAB Publishes SFFAS 26
The Federal Accounting Standards Advisory Board has published Statement of Federal Accounting Standards No. 26,
Presentation of Significant Assumptions for the Statement of
Social Insurance: Amending SFFAS 25. The statement requires
disclosure of significant assumptions underlying the statement
of social insurance.
An electronic version of the statement is available at:
www.fasab.gov/standards.html
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GASB’s Capital Asset
Impairment Standard
This article is based on a session entitled,
“How Can You Mend a Broken Heart: The
GASB’s New Asset Impairment Standard,
Statement 42,” presented by Dr. G. R. Smith
(associate professor, Middle Tennessee
State University) and David Bean (director
of research, Governmental Accounting
Standards Board) at the 2004 AICPA
National Governmental Accounting and
Auditing Update Conference. It was
reported by Lucille Guillory Montondon.
Governmental Accounting Standards Board
Statement No. 34, Basic Financial
Statements—and Management’s Discussion
and Analysis—for State and Local
Governments, requires that capital assets be
reported on the statement of net assets. This
requirement is partially in response to the
concerns expressed by public interest
groups over the conditions of infrastructure
and government-owned capital assets.
GASB considered standards on impairment issued by other standard setters. The
common approach used in those standards
is to identify potentially impaired capital
assets through indicators of impairment and
then test to determine whether impairment
had occurred. This was accomplished by
comparing the carrying value of the asset to
a valuation that reflects the current condition of the asset.
GASB was concerned that if indicators
were not sufficiently discriminating that
unnecessary testing would be required,
resulting in costs greater than benefits
derived. As a result, GASB defined impairment as a significant and unexpected

decline in service utility. The first modifier,
significant, would limit testing of impairment to capital assets experiencing significant events or changes in circumstances.
The second modifier, unexpected, limits
testing to changes other than those from
normal use.
Indicators of impairment are:
• Evidence of physical damage.
• Change in legal or environmental
factors.
• Technological development or
evidence of obsolescence.
• A change in the manner or expected
duration of usage of an asset.
• Construction stoppage.
Smith describes the two components of
an impairment test:
• Measures of the magnitude of the
decline.
• The unexpected nature of the decline.
The standard gives three methods of
measuring impairments:
• The restoration cost method is derived
from the estimated costs to restore the
utility of the capital asset.
• The service unit approach isolates the
historical cost of the service utility that
cannot be used due to the impairment
event or change in circumstances.
• The deflated depreciation replacement
cost approach replicates the historical
cost of the service produced.
Reporting the impaired loss. The loss
calculated by one of the three measures
listed above is reported as a program
expense, special item or extraordinary
event. By definition, a special item is under
the control of management. A decision to
stop construction is an example of a special
item.
Assets that don’t meet the impairment
test. If the asset seems to be impaired but

IFAC Convenes
Global Accounting
Leaders
According to the International Federation of Accountants, more
than 100 leaders of national accountancy institutes met in Paris
recently to participate in IFAC’s board and council meetings. They
took action on such issues as:
• Corporate governance.
• Developing nations.
• Convergence to international standards.

doesn’t meet the tests of magnitude or the
unexpected criterion, then a revision of
remaining useful life or salvage or both values must be considered. As a result, depreciation expense increases and the asset usually is written off sooner than originally
estimated. Idle impaired assets, both
temporarily and permanently
impaired, should be disclosed in the
notes.
Unresolved issues. Even with
the issuance of a new standard, questions remain. Governments have the
option of using the modified approach to
reporting depreciation on infrastructure.
How is impairment to be treated for that
infrastructure? According to Bean, a soonto-be-released Q&A will provide the
answers.
Insurance recoveries. GASB
Statement No. 42, Accounting and
Financial Reporting for Impairment of
Capital Assets and for Insurance
Recoveries, covers two topics. The second
is insurance recoveries. In the governmental
fund financial statements, this should be
reported as a separate transaction from the
asset impairment. The recovery should be
reported as an other financing source or as
an extraordinary item. In the governmentwide statements and proprietary fund statements, restoration or replacement of the
impaired capital asset should be reported as
a separate transaction from the impairment
loss and associated insurance recovery. The
impairment loss should be reported net of
the associated insurance recovery when
they occur in the same year.
Lucille Guillory Montondon, PhD, is a
professor of accounting, Texas State
University, San Marcos.

• Other ways accountancy can contribute to economic growth and
stability.
Graham Ward, the newly elected president of IFAC, emphasized his commitment to economic development and stability by
promising to “deliver quality in all we do”—by developing high
quality international standards, providing ethical and practice guidance for professional accountants in business and working with
accounting firms in strengthening their quality control systems.
For more information about IFAC membership and activities,
visit the IFAC Web site:
www.ifac.org

